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CATALOGING PREP. 

The first purpose of this statement is to summarize the parity price 
and parity income formulas contained in agricultural legislation from 
1933 through 1957, indicating not only the basic calculations but also 
comparing actual and parity prices or incomes at various points within 
or over the period. In addition, the characteristics of several alterna- 
tives which are, on occasion, suggested for the current parity price 
formula are summarized (based on the discussion in the report of the 
Secretary of Agriculture on Possible Methods of Improving the Parity 
Formula, S. Doc. 18, 85th Cong., 1st sess). 


Parity Price ForMvuLASs 


The current parity price formula is based on a commodity pur- 
chasing-power concept which compares prices received by farmers 
with prices paid by farmers (including also allowances for interest 
ab ia per acre of farm real estate and wage rates for hired farm 
abor). 

Specifically, parity indicates those prices which would give farm 
products generally the same per unit purchasing power in terms of 
goods and services used in farm production and in farm-family living 
as that which prevailed in the base period 1910-14. This was the 
central idea of parity price when first enacted in 1933, and has con- 
tinued so to date. In addition, the Agricultural Act of 1948 provided 
that the parity prices for particular farm commodities shall be so 
adjusted or modernized as to maintain the same intercommodity re- 
lationships as prevailed during the most recent 10-year period. Thus, 
for determining parity prices in 1957, the relative price experience 
for a particular commodity in the 10-year period, 1947-56, is 
applicable. 

Before the provisions of the 1948 act were made effective, the 
parity price for most farm products was determined by multiplying 
the average price for the individual commodity received by farmers 
in the pre-World War I period by an index of prices paid by farmers, 
expressed as a percentage of 1910-14. Thus, the parity price of a 
commodity changed over time to the same extent that prices farmers 
had to pay for items used in farm production and farm living changed 
as compared with the 1910-14 period. For several Soule Poa 
data for the earlier period were not available, or that base period was 
considered inappropriate and more recent base periods were used. 

Since January 1, 1950, when the provisions of the Agricultural Act 
of 1948 went into effect, parity prices under the new formula have 
been computed by dividing the average price for a commodity in the 
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latest 10-year period by the average index of prices received by farmers 
in the same period on a 1910-14 base. This provides an adjusted 
base price for the commodity for the 1910-14 period. This adjusted 
base price is the average price that would have prevailed for the com- 
modity if the price trend for the commodity from the 1910-14 period 
to the most recent 10-year period had been the same as the average 
for all commodities in the index. The adjusted base price is multi- 
plied by the current parity index (index of prices paid, including 
inferest, taxes, and wage rates) which reflects the change in prices 
paid by farmers since 1910-14. 
- It-should be. noted that the general level of prices received by 
farmers which would be equivalent to parity is essentially the same 
under both the old and the new formula. However, parity prices for 
individual commodities under the new formula may be quite differ- 
ent—either higher or lower—than those calculated under the old. 
Chart 1 (farmers’ prices) shows the trends in the indexes of prices 
received and paid by farmers back to 1910, the beginning of the 
parity base period. Except for the 1910-14 base period, prices re- 
ceived as a whole have averaged parity or better only in the years 
1916-19 and the years 1942-52. These were notably war years or years 
affected by the inflationary aftermath of a war. The trend was down- 
ward from 1951 to 1955 when the parity ratio reached 80 in December 
1955, the low point of the postwar period. Since then there has been 
some improvement with the September 15, 1957, ratio at 83. The 
parity ratio for farm prices generally from 1910 into 1957, as well 
as the specific parity ratios for several of the more important com- 
modities from 1938 into 1957, are shown in table 1. 
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TABLE 1.—Annual average of the index of prices received by farmers, index of 
prices paid by farmers, interest, taxes, and wage rates, and the parity ratio 
United States, 1910-57, and average of prices received by farmers as per- 
centage of the parity price for specified commodities, annually 1933-57 


























Index 1910-14=100 Average price as percentage of parity price ! 
Year Prices Milk, 
received) Parity | Parity | Cattle’; Hogs | whole-| Eggs |Cotton5| Wheat | Corn 
by index 2} ratio sale 4 
farmers 

ol ee 104 97 Te Rin & 40) als ORs EE Paladins, sider We Nen) ire 
oS Coe 94 98 OF gy Se ee hep ae he 1 re ees Pais 28 
ee 99 101 nd Le es el Oe ed oy ee ee eae eee ee 
6 pli 102 101 i ee eet ee Ne ce ee ee ee ee Oe 
CI 101 103 oe CP LPR OE ie Ee RR, CA are, RY SS Oe he 
te 99 105 Mt ae | ee eee actor oe ee, 2 PT og 
. — es 119 116 aL Se Seal FY Re a 2 Re PBF aS | 
ome 178 148 ) te een A ee I OS ee See ee ee 
 . SaaS 206 173 SUEDE LE Babies a eC aie) Ae SR sR te poeieceons 3 Saale 2a. Y 6 
“aa 217 197 ES CaS. = il PORES URN OE: 5 Reh ae | eee Oe Eg) SO 
a 211 214 “ip spit | ee NE B eee Boe. eee eS 
Co) 124 155 CIN eee AT Se ee) lt a RL eee SRL aig Be Sa, 
|. =i 131 151 ot 2 tenn ct Dip ED Hh. Mama, IP campniesanees eh all 
(lo / se 142 159 Glee al Ln A Siar Ee erie 6 Sets AE Se 4 
oh) 143 160 BO eee ie) ae rel hons beeen cece vents, £2 tann<- bbe 
p> 156 164 eee ig oe Nees. lad eee ee 
8 a 145 160 “iO capeee) Se | ile I ee ees Be ee 9 ee ree 
 - aes 140 159 AS RT teas MER ae a SS RR OY ae deel Ee RY 
| . es 148 162 0) ee ee Se a ee ee ae ek ee Se 
ee 148 160 2 ts eee ee. ee a ee eee he, ee 
Oo) * aa 125 151 eS gl Se a SR) Pa) La Be ae 
ae 87 130 Riese oe ee ee ee 8 ee oll eo ee 
oe et a 65 112 I Sh SRE fa RE I So me! dem (hoa Negi! ALAS ESE © 
Oo kh ar 70 109 64 64 45 a7 67 61 61 53 
ae 90 120 75 58 48 80 71 80 75 79 
te peda alee 109 124 88 87 94 85 88 73 76 94 
SS a 114 124 92 86 101 94 84 75 86 94 
> ST 122 131 93 98 101 95 76 68 91 112 
ee ee 97 124 78 96 85 87 79 53 60 61 
S08 Peteesrt.b...-.- 95 123 a7 107 71 87 70 58 58 60 

eter 100 124 81 111 60 93 72 64 67 74 
(ee 124 133 93 122 95 105 88 81 72 76 
a 159 152 105 130 120 108 98 99 rik 82 
a 193 171 113 137 118 124 112 99 89 100 
. ot oie 197 182 108 121 107 138 94 97 96 105 
lo 207 190 109 131 112 135 105 99 97 99 
OS! ae 236 208 113 139 124 142 95 118 102 115 
ae 276 240 115 148 144 118 93 113 115 126 
a oe 287 260 110 165 128 122 89 104 97 118 
US ae 250 251 100 151 103 103 86 96 89 75 
2 a 258 256 101 133 94 89 68 107 88 82 
J) ae 302 282 107 145 95 97 81 117 88 92 
105Os6 seo - ec 288 287 100 118 84 101 70 105 85 91 
> i 258 279 92 79 106 93 79 92 81 81 
a a 249 281 89 76 106 85 78 93 83 81 
Oo a Se 236 281 84 74 73 87 84 92 81 71 
cae 235 286 82 69 68 89 83 90 78 70 
19576_____ a) ae Ge 242 295 82 76 84 87 72 86 75 63 


1 The percentages are the ratios of the simple average of the 12 monthly prices for individual commodities 
to their annual parity prices computed by multiplying the 1910-14 base price or the adjusted base price by 
the annual average of the applicable prices paid index. Parity prices for each year are computed as provided 
by legislation in effect for that year, except that interest and taxes wer? included for the whole of 1935 
whereas in fact, they were added in July of 1935. More particularly the unrevised prices paid index was 
used for 1933 and 1934 and the prices paid index including interest and taxes was used from 1935 until the 
date the effective parity price for an individual commodity shifted to the new formula parity, at which date 
the use of the index of prices paid, interest, taxes, and wage rates was started. Effective parity prices 
shifted to the new formula in January 1950 for cattle, hogs, and wholesale milk; January 1954 for eggs and 
January 1956 for American upland cotton. Effective parity prices for wheat and corn are still on the transi- 
tional basis. 

2 Prices paid, interest, taxes, and wage rates. 

3 Includes subsidy payments July 1945-June 1946. 

4 Includes subsidy payments October 1943-June 1946. 

5 All cotton 1933-41; American upland cotton 1942-57. 

¢ January-September average. 


As noted previously, the overall parity level is unaffected by the 
modernizing feature which gives weight to relative prices over the 
most recent 10-year period in determining the parity prices for par- 
ticular commodities. What is gained by one commodity is offset by 
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declines in others. Chart 2.shows the new or modernized parity for 
a number of major farm products as a percentage of the old parity 
from 1920 through 1956. 


CHART 2 


MODERNIZED PARITY AS A PERCENTAGE 
OF OLD PARITY, 1920 - 1956 


SELECTED COMMODITIES 
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Thus, the new parities are lower than the old for products such as 
potatoes and wheat, which have not experienced a rising demand over 
the years, and higher for such products as beef cattle for which 
demand grows more rapidly. The new or modernized parity grad- 
ually adjusts the relative parity price for specific commodities for 
persistent or continuing market trends. nder these conditions, 
changes in parity prices computed by the new formula should come 
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closer to actual price movements than parity pri 
the old formula ae 3 and 4). parity prices computed under 


CHART 8 
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CHART 4 
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Where the old parity price for a commodity was higher than the 
new parity, legislation provided for a gradual reduction in the old 
parity until the new or modernized pany level is reached. At that 
point, the old parity is permanently discarded. _ In the meantime, the 
transitional parity is the effective parity. Parity for most commod- 
ities is now determined by the new formula. However, 10 commod- 
ities are still in the transitional stage. For the basic commodities 
still on transitional parity—wheat, corn, peanuts, and Puerto Rico 
filler tobacco—the transition to new parity could well be finished 
within the next 1 to 3 years. For some of the nonbasic commodities— 
grapefruit, oranges, avocados, dates, filberts, and walnuts—a longer 


period isinvolved. (See table 2.) 


TasLe 2.—Indicated parity prices, old, transitional, and new, and effective parity 
prices for commodities still on the transitional basis, based on data for Septem- 
ber 1957, United States 





Effective | Estimated date 


Transi- parity of effective 
Commodity Unit Old tional New prices based] parity going 
formula parity formula | on data for | to new formula 
prices ! September basis 2 
1957 
Basic commodities: 
Wheat. 4-3 Bushel___- $2. 64 $2. 51 $2. 34 $2.51 | January 1959. 
Cornt) 2 2282s d0.= == 1.92 1. 82 Tate 1. 82 Do. 
Peanutse sess ee Pound___- . 144 . 137 SPR 137 Do. 
Tobacco: 
Puerto Rican fill- |_..do__-_-_-- . 380 . 361 - 308 .361 | January 1960. 
er, type 46. 
Nonbasic commodities: 
Grapefruits 222_- 2222 Boxe 2.35 1. 41 . 858 1.41 | January 1962, 
Oranges: ence el oe ad0.. == 4,31 2. 59 1.72 2. 59 Do. 
AVOCad0S : 4es-2- = ‘Tons_ 4 1, 040. 00 624. 00 337. 00 624.00 | January 1963. 
Dates: 2.22 =) es ee do.42=- 601. 00 361. 00 130. 00 361.00 | January 1965. 
Bilberts e220 2 |e dos = 682. 00 409. 00 373. 00 409.00 | January 1958. 
WW alnutsseceoe esses w- 00252 798. 00 479. 00 465. 00 479. 00 Do. 


1 For basic commodities 95 percent, and for nonbasic commodities 60 percent of the old formula parity. 

2 These estimated dates are based upon the September 1957 difference between transitional parity and new 
formula parity, and the magnitude of 5 percent of old parity. They assume that the c:irrent relationship 
between the revised and unrevised parity indexes remain unchanged. Consideration has been given also 
to prices thus far in 1957 and to their prohable effect upon adjusted base period prices as of January 1958. 
For example, for peanuts, the difference between transitional and new parity was 1.4 cents per pond as 
of Sept. 15, 1957. Since 5 percent of old parity is 0.72 cents per pond, transitional parity during 1958 should 
be about 0.72 cents lower than during 1957, and abot 1.44 cents lower after Jan. 1 1959, at which time the 
new parity would be above transitional parity, and therefore would be the effective parity price. Prices 
so far in 1957 indicate that the adjusted base price for peanuts in 1958 will be slightly higher than in 1957, 
thus supporting the expectation that the new parity will be above transitional parity as of January 1959. 
It is not very probable that this will occur January 1958. 


The indexes of prices received and prices paid (including allowances 
for interest and taxes per acre of farm real estate and wages paid hired 
farm labor) and the comparisons they make possible are among the 
most important statistics in the field of agriculture. These indexes 
would still be calculated and used as the basis for comparisons even 
if they were not essential components of a legally defined parity stand- 
ard. Similar indexes are widely used in the analysis of changes in the 
level of wages, profits, and business investment. For example, when 
the current level of wages is compared with the wages of some years: 
back, it is important to take into account not only the change in hourly 
wages but the change in consumer prices. The parity index and the: 
parity price computations provide a similar measure for agriculture. 

It should be noted that divergence between prices received for a. 
commodity and prices paid by producers will indicate that there have 
been shifts in the complex economic forces governing production,, 


514 POLICY FOR COMMERCIAL AGRICULTURE 


prices and consumption. But parity comparisons only call attention 
to and assist in measuring the changes which are occuring. By them- 


selves such comparisons do not indicate why a change has occurred nor 
what should be done about it. 


Some ALTERNATIVE Parrry Price PROPOSALS 


_ For the convenience of the subcommittee and discussants, this sec- 
tion summarizes the several alternative suggestions for revising ov 
amending the parity price formula considered in the recent USDA re- 
port on “Possible Methods of Improving the Parity Formula.” 

_ Perhaps this discussion should begin recalling that.the recommenda- 
tions regarding parity which the Secretary of Agriculture advanced 
in tis report were (1): 


The Department concludes that the use of the current general commodity ‘pur- 
chasing-power concept should be continued— 


and (2): 

The modernized parity formula now contained in the Agricultural Adjustment 
Act of 1938, as amended, be continued except that the base period J anuary 1910 
to December 1914, inclusive, should be changed to January 1947 to December 1956, 
inclusive. 

The various alternatives to parity prices discussed in the report 
were: 

(a) Moving the base period forward—For almost a quarter of a 
century the parity price system has been based on the 1910-14 period. 
There has been increasing criticism that this base should be modern- 
ized.. From a technological viewpoint, farming today is much dif- 
ferent from farming in the 1910-14 period. Farm production is now 
almost twice as large. But that production requires one-third fewer 
man-hours of farm work. Output per man-hour has tripled. Three- 
fourths of this increase in farm productivity per man-hour over the 
past half century has taken place since 1940. Technology has not been 
imited to farm production. Farm family living standards have also 
substantially improved. 

In the search for the most suitable base period for the appropriate 
indexes, certain basic criteria should be considered. The base period 
should reflect a fairly stable economic situation unaffected by wars and 
depressions (the chief causes of sudden changes or shifts in price re- 
lationships).. At the same time, the base period should be fairly rep- 
resentative of the kind of agriculture that is likely to prevail for some 
years ahead. Otherwise the relevance of the parity comparisons is 
reduced. It should also be a long enough period to smooth out any 
short-run cyclical relationships.. Finally, the indexes should be as ac- 
curate as possible. 

Several of these criteria indicate an advantage in moving to a fairly 
recent base period. 

There have been suggestions that the base period be a moving aver- 
age encompassing either the most recent 5 or 10 years. This would 
have the effect of continually moving the base period forward in time. 
There are some disadvantages. Chiefly, it is difficult to characterize 
any recent period as “normal.” For example, the most recent 5-year 
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moving base would reflect an extended period of price declines and:sur- 
plus accumulation. Faced with a somewhat similar problem, the Con- 
gress, in providing for the current “modernized” parity, approved the 
use of a 10-year moving average for measuring commodity interrela- 
tionships, chiefly because it gives a slower moving, more stable meas- 
ure than a shorter-term average would, 

The effects of moving to a different base period than the 1910-14 
period on the average level of parity are shown in the following table: 


TABLE 3—Indexes of prices received and paid by farmers and the parity ratio, 
selected periods, 1910-56 





1910-14= 100 _ |. Percent 
change in 
Period : “average 
Index of Index of. parity. 
prices prices Parity ratio, | lével. 
received paid 

1910-14 Pe en cee ee te ee eee Sc ene eee 100: 100 100 i 
1925-202 Sot eo ae ee Ce 147 161 91 a Q 
1935-39 Soe ee SRE TE ee Se ee eet 107 125 86 —14 
1947-51 soae eet Se tee ee Oi he eee 2765. | 258 107 +7 
QS 256 cee es ees eee ee ee ee 253 283 89 —Iil 


TUF pes a Meet pnt te nin end wm 8 adh ee 264 270 98 -2 


(6) Separate parity indexes for individual. commodities-—The 
present parity index is a broad measure of the change in prices paid 
by farmers for commodities and services used in farm production and 
farm family living. It is representative of all farmers in the United 
States taken as a group, and its weighting system reflects the average 
purchase pattern of some 5 million farm operators producing a wide 
variety of farm products under a wide range of conditions. There 
have been suggestions that separate indexes should be established 
which would give due weight to differences in the kind and quantities | 
of items associated with the production of individual farm commodi- 
ties. ‘Thus the purchasing power of an individual farm product would 
be determined from an index of the particular cost factors related 
directly to the particular commodity, probably without any allow- 
ances for the farm family living component of the present prices paid 
or parity index. 

While detailed data on particular cost factors are not available, the 
index of prices paid for commodities used in production for 27 types 
of farms in several major farming areas, shown in table 4, is indica- 
tive of the problems that would be faced if individual parity indexes 
were to be used. These data approximate the variation of price trends 
for production items that might be expected among farms producing 
different commodities and also the variation among areas producing 
the same commodities. The table, for example, indicates that the 
changes in the special prices paid indexes between 1947-49 and 1956 
for all the types of farms shown ranged from a 4-percent decline 
for sheep ranches in the Southwest to an increase of 26 percent 
for wheat-pea farms in Washington-Idaho. The overall index. of 
prices paid by farmers, covering ‘the United States as a whole, rose 
14 percent. 


516 POLICY FOR COMMERCIAL AGRICULTURE 


TABLE 4.—Indezes of prices paid for commodities used in production, United 
States, and types of farming areas 


[1947-49 = 100] 














1937- 1947- 1952 1953 1954 
41 49 1955 1956 
ES ee 50 100 117 112 112 112 114 
D farms: 
antral Northeast 3... -- 25-2... 50 100 115 110 109 107 108 
Mueetsenyy ISCONSIN 2.0224 ci5...-..-..... 51 100 | 2115 114 114 3115 115 
Western Wisconsin ?_..........-.-.-.---- 51 100 115 114 114 3115 116 
Hog-dairy farms, Corn Belt ?_..__-_.-._-____- 3 50 100 116 114 113 113 114 
Hog-beef raising farms, Corn Belt 2__.__._____ 53 100 117 116 114} 3111 114 
Hog-beef fattening farms, Corn Belt ?__..___- 45 100 112 102 105 3 102 100 
Cash grain farms, Corn Belt ?_.-.._..-.-.--.. 55 100 119 120 121 123 124 
Tobacco-livestock farms, Kentucky blue- 
EE eee 45 100 118 118 121 118 120 
-‘Tobacco-cotton farms, coastal plains, North 
al a is) 5 TERE (4) 100 114 116 118 119 123 
Tobacco farms (small), coastal plains, North 
0 a iy Tah ae ee () 100 113 115 117 117 117 
Tobacco-cotton farms (large), coastal plains, 
emmnriatie As be 3) eo (4) 100 109 110 117 118 123 
Cotton farms: 
Bouwerneicamont 4... ....-.-..__.-u_. 48 100 be > = ahh 108 3117 112 
Black prairie, Texas ?__.____...--_-...--- 46 100 | 2111 | 2106} 3105) 2103 106 
Nonirrigated, high plains, Texas ?___.__- 47 100 112 119 104 3110 112 
Irrigated, high plains, Texas 2____________ (4) 100 108 104 99 3102 101 
nn RE ee eo ne cs ethene (4) 100 113 110 109 3107 107 
rermenio. (Olle ?.2_....-.c__...__.---- (4) 100 116 107 110 108 107 
Wheat, small grain, livestock farms, North- 
Erle LPR pd Gel EY ee 49 100 3114 $114 3115 3107 lil 
Wheat, corn, livestock farms, Northern Great 
[Pimp Ri sy ape Beal a 861 100 117 3117 117 3116 116 
Wheat, roughage, livestock farms, Northern 
OCH LV Enos De I OE Ss 51 100 117 115 113 3113 112 
Winter wheat farms, Southern Plains 2_______ 52 100 118 119 117 3118 121 
Wheat, pea farms, Washington and Idaho 2__ 51 100 121 122 120 3 122 126 
Sheep ranches: 
Northern Great Plains livestock area 2___ 47 100 133 119 117 116 115 
SWE EY SVC] BLS 0 0 Ee es oe aa See (4) 100 123 103 97 103 96 
Cattle ranches: 
Northern Great Plains livestock area 2__- 50 100 126 1215. 119 121 125 
Intermountain region 2__________________- 3 54 100 3 122 120 3116 3120 123 


OE eS ae ee (4) 100 128 108 110 104 109 





1 Prices paid for production items, interest, taxes, and wages as published in monthly Agricultural Prices. 

2 Prices paid, including taxes (but not interest), and wages to hired labor as published in Farm Costs and 
Returns, Agriculture Information Bulletin No. 176, ARS, USDA. 

3 Revised. 

4 Not availables 


Meanwhile, there is almost as much variation in some instances in 
the cost-rate indexes for typical farms producing the same commod.- 
ties in different areas as there is among different commodities. For 
example, increases in the specialized price indexes for cattle ranches 
range from 9 percent in the Southwest to 25 percent in the northern 
Great Plains area. For cotton farms, the increases range from 1 per- 
cent for irrigated operations in the high plains of Texas to 12 

ercent for nonirrigated operations in the same area. Such data are 
available for only a few farm areas, even for recent years, and deriv- 
ing satisfactory national indexes would involve a major undertaking, 
considering the 160 farm products for which parity prices are now 
tomputed. 1 

It should also be noted that the use of separate parity or cost-rate 
indexes for individual commodities, or even related groups of com- 
modities, would mean a considerable shift away from the general 
purchasing-power or price-level concept on which the current parity 
price formula is based toward a cost-of-production concept. This in 
turn would certainly lead to many requests for different base periods, 
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different methods of calculation, and consideration of or allowances 
for special situations in addition to data problems already mentioned. 

(c) Efficiency modifier for parity prices—The suggestion has been 
made that the parity price formula, which measures the purchasing 
power of farm products on a per unit basis, should be adjusted to 
reflect the fact that it takes fewer resources to produce farm com- 
modities today than in earlier years. Preliminary calculations indi- 
cate that farmers are now using about one-fourth fewer inputs per 
unit of total farm production than in 1940. This is as far back as 
adequate data are presently available although we of course know 
that farm efficiency was gradually increasing prior to 1940. But if 
only the efficiency increases since 1940 were given full weight as an 
adjustive factor, the current level of parity prices for all farm prod- 
ucts would have been reduced almost a fourth. 

In considering such a change or revision, attention should also be 
given to the way in which efficiency gains in the nonfarm economy are 
reflected in prices or returns. Nonfarm productive efficiency has also 
been increasing, and we know that economic gains resulting from 
improved efficiency can be distributed in a number of ways—that is, 
through increased returns to capital, higher wages for labor, improved 
quality of products, lower prices to consumers, or some combination 
of these. In the nonfarm economy, it is evident that gains in effi- 
ciency are often not directly or immediately translated into price 
reductions. Since the end of World War II especially, the tendency 
has been for industrial prices to hold steady or gradually increase. 
If all nonfarm efficiency gains were passed forward to consumers, 
prices paid by farmers would be lowered. This would mean that 
parity prices as now calculated would also automatically be lowered 
or adjusted by an equal amount. 

We should also keep in mind that gains in efficiency do not proceed 
smoothly and in all segments of agriculture at the same time. Ques- 
tions would surely be raised as to whether the marked efficiencies 
stemming from a few products should appropriately be used to lower 
parity prices for others as well. ) 

(d) Modernized parity modified for price stabilization costs —For 


some time now Government pURp OH or stabilization programs have 
ucts higher than would have been ~ 


maintained prices of some pro 
realized otherwise. This has been reflected favorably in the parity 
prices for those commodities, while parity prices for other commodi- 
ties have absorbed an offsetting adjustment. Suggestions have been 
made that the influence of Government programs should be elimi- 
nated from the parity calculations, provided some satisfactory statis- 
tical method for so doing could be found. 

A preliminary calculation has been made using certain realized 
cost data relating to the major price-support .and export programs 
for the 10-year period, July 1946 to June 1956. For farm products 
as a whole, deductions on a realized-cost basis would reduce the index 
of prices received by farmers during that 10-year period (1947-56) 
from 265 to 261. Parity prices of corn, cotton, wheat, and so forth, 
would be reduced while parity prices for commodities for which there 
were small realized program losses or costs would be increased about 


2 percent. The realized program-cost concept, however, does not ade- 


97226—5 7——_34 
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quately measure the full price effect of such programs on particular 
commodities, while this concept would also certainly be questioned as 
working in the opposite direction from the declared purpose of the 


. Congress in those cases where commodity parities were lowered. 


Pariry Income Formutas 


The idea of parity income centers on the relationship between in- 
comes of farm people and incomes of nonfarm people. Generally, 
there have been two basic approaches to the problem of determining 
parity income. One involves the maintenance of historical income 
ratios which would provide for farmers’ incomes and standards of 
living to grow at the same rate as others. Examples of the historical 
income-ratio approach include the original definitions of income parity 
in the Soil Conservation and Domestic Allotment Act of 1936 and 
the Agricultural Adjustment Act of 1938. The alternative approach 
calls for equal incomes or levels of living as between farmers and 
others as provided for in the Agricultural Act of 1948. While parity 
income definitions have existed alongside parity price definitions, Con- 
gress has not indicated or directed that the parity-income concept 
should be substituted for parity prices as an actual operating standard. 

The parity-income ratio of the 1936 legislation involved the ratio 
between the total net income (from all sources) per person on farms 
to income per person not on farms, while the ratio of the 1938 legis- 
lation related to the per capita income of persons on farms from 
farming operations as against per capita net incomes of persons not 
on farms. Apparently, the 1938 definition was a revision of the 1936 
definition tailored to fit the then available statistics. Neither the 
1936 nor the 1938 parity-income definitions provided a formula for 
deriving a set of commodity prices or returns compatible with the 
income standard. 

Chart 5 shows the comparative ratios of income of persons on farms 
to incomes of persons not on farms consistent with the historical 
income ratios in the legislation of 1936 and 1938. The annual data 
are shown in table 5. 
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CHART 5 


RATIOS OF INDEXES OF PER CAPITA INCOME OF PERSONS 
ON FARMS TO INDEXES OF PER CAPITA INCOME OF 
PERSONS NOT ON FARMS, 1934-56" 
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TABLE 5.—I]lustrative per capita income parity ratios of farm population to non- 
farm population, as defined in agricultural legislation of 1936 and 1938, 1934-56 


{1910-14=100] 








Ratio of per capita income Ratio of per capita income 
of farm population to per of farm population to per 
capita income of nonfarm capita income of nonfarm 
population population 

Year Year 
Income to Income to Income to Income to 
farm people | farm people farm people | farm people 
from farming from all from farming from all 
only (1938 sources (1936 only (1938 | sources (1936 
legislation) legislation) legislation) legislation) 
10340 en eee 74 S5ig || 1 O46 sere eee 159 149 
LOSS Fe ae eee 115 115 10473522 er eee 150 144 
19362. ee ee eee 85 04 °)| 19482 See 162 153 
1087 xc Sec ase 109 TI24)| {104922 = 22 eee 122 124 
LOGS Bee oe ee 91 99 1950.3. 22a 128 128 
199952) ee a eee 88 OT N95 Lae ewe eee ee 139 136 
19040 oe eS ee ee 83 O30 || O62 ee eee a eee ee 125 127 
104) ee ee 98 104 ot 1953 serene eee 116 121 
19495 Se et 119 1203119542 oe ee oe ee 116 124 
1045 ee ee 131 129 1955 2: Ses as oe ee 102 113 
1944352 2 eS 129 128. LO 5G Sete a ere meres. 96 109 
1045 3° caw a ao ee 138 134 


NorTE.— Assumes nonfarm income of farm population averaged $1,500,000,000 in the base years 1910-14, 
No reliable estimate of such income is available for that period. 
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It should be noted that the estimates for the base period 1910-14 
are fairly rough. The data for 1956 indicate that the ratios of farm 
to nonfarm per capita income were much the same as in the base period 
1910-14, ranging from 4 percent below for the 1938 definition to 9 
percent above for the 1936 definition. Both ratios are likely to run 
somewhat higher for 1957 than in 1956. Over the long term, incomes 
of farm people have tended to move much the same as incomes of 
nonfarm people, although at a lower level. If, however, the last 10 
years were used as a base, the ratio of income per person on farms 
from all sources to income per person not on farms for 1957 may run 
as much as 10 percent lower than the base period. 

Meanwhile, the Department so far has not been in a position to 
bring statistical meaning to the definition of parity income in the 
Agricultural Act of 1948: 


“Parity,” as applied to income, shall be that gross income 
from agriculture which will provide the farm operator and 
his family with a standard of living equivalent to those 
afforded persons dependent upon other gainful occupation. 
“Parity” as applied to income from any agricultural com- 
modity for any year, shall be that gross income which bears 
the same relationship to parity income from agriculture for 
such year as the average gross income from such commodity 
for the preceding 10 calendar years bears to the average 
gross income from agriculture for such 10 calendar years. 


The determination of equivalent standards of living involves 
much more than equivalent dollar incomes. A family’s well-being 
depends not only on income but also on other factors such .as the 
accumulation of assets and consumer goods over the years, the avail- 
ability of adequate health and educational facilities, and such in- 
tangible factors as are involved in evaluating country versus city 
life. It is noteworthy that our indexes of levels of living of farm 
operator families indicate a persistent improvement in family levels 
of living from 1951 into 1956 despite declines in farm income during 
that period. 

Similar questions relate to the direct income comparison of per- 
sons on farms with persons not on farms. In 1956, for example, the 
average per capita income of persons on farms was about $900 as com- 

ared with about $2,000 for the nonfarm person. Even after a num- 

er of statistical adjustments for differences in costs of living as be- 
tween farm and nonfarm families, some of which are subject to con- 
siderable question, a remaining gap of perhaps $700 per person 1s 
indicated. 

It is sometimes suggested that a considerable part of the farm 
population is either underemployed or not closely connected with 
commercial agriculture and therefore should be eliminated from the 
income comparison. For example, the comparison might be restricted 
to the 2 million or so commercial farms which produce about 90 
percent of the farm products sold. But a major question arises as 
to the appropriate nonfarm group with which incomes to such a farm 
group should be compared. Commercial farmers have considerable 
capital investments and skills not readily comparable with nonfarm 
occupations and their returns would, in any equity argument, have to 
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be compared with returns or net incomes to a comparable nonfarm 

oup. 
FdThere are also suggestions that farmers should receive the same 
return per hour as industrial workers. For 1956, it is estimated that 
the average return per hour to farm labor was slightly under 75 cents 
(necessarily a rough estimate) as compared with almost $2 in manu- 
facturing (excluding any allowance for fringe benefits in the case 
of manufacturing labor and assuming farmers also realized interest 
or profits on their net capital investment equal to the average interest 
rate for loans held by principal farm lenders, about 4.75 percent). 

Whatever net aggregate measure a parity income definition starts 
with, whether it is related to a historical ratio, to equal living stand- 
ards, or to returns per hour of labor, some difficult problems are raised 
when it comes to translating the overall aggregate into returns or 
prices for particular PE re or returns or income standards for 
particular farms or classes of farms. 

As indicated earlier, the 1948 parity-income definition does outline 
a device for deriving a set of related gross commodity incomes. 
Starting with the net aggregate income necessary to give farm oper- 
ators living standards equal to those afforded persons dependent upon 
other gainful occupations, the first step would be to subtract the 
estimated net income derived from nonagricultural sources. Then 
parity as apnled to any agricultural commodity for any year would 

e— 


that gross income which bears the same relationship to parity 
income from agriculture for such year as the average gross 
income from such commodity for the preceding 10 calendar 
years bears to the average gross income from agriculture 
for such 10 calendar years. 


This means that the estimated net income which would have to 
come from agriculture would have added to it estimated farm pro- 
duction expenses for the year to arrive at the necessary gross parity 
return. ‘This gross parity return to all agriculture would then be 
broken down among the various commodities on the basis of actual 
relative gross values during the preceding 10 calendar years, giving 
the desired total value for the particular commodity for the particu- 
lar year. Presumably this could then be translated into a price 
standard by using a combination of desirable or estimated acreages 
ane aperage or estimated yields for the particular commodity in- 
volved. 

Finally, it should be emphasized that neither price nor income 
parities have the same significance for those farm operators who 
have little to sell as they do for commercial farmers. Data from the 
1954 Census of Agriculture show that close to 2 million farmers, or 
40 percent of all farmers, sold less than $1,200 worth of farm prod- 
ucts during the year. For this group, parity prices for farm products 
would still not mean an adequate level of income or of living al- 
though increased returns from the sale of farm products would of 
course mean some improvement. Thus the realization even of in- 
come parity through parity prices would not solve the problem of 
Inadequate incomes and low living levels for many farmers who are 
presently in that situation. The prospects of such farmers improving 
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their economic situation depend much more on other factors, such as 
opportunities to acquire adequate land, sufficient capital, improved 
skills, or suitable nonfarm employment. 

The following supplements set forth the leading statutory defi- 
nitions of both parity prices and parity income from 1933 to date. 


Statutory Derinitions or Parrry Prices, 1933-1957 


The first definition of parity was contained in the Agricultural 
Adjustment Act of 1933 which stated that it was the policy of Con- 
gress among other things to— 


(1) * * * reestablish prices to farmers at a level that 
will give agricultural commodities a purchasing power with 
respect to articles that farmers buy, equivalent to the pur- 
chasing power of agricultural commodities in the base period. 
The base period in the case of all agricultural commodities 
except tobacco shall be the prewar period, August 1909 to 
July 1914. In the case of tobacco, the base period shall be 
the postwar period, August 1919 to July 1929. 

(2) To approach such equality of purchasing power by 
gradual correction of the present inequalities therein at as 
rapid a rate as is deemed feasible in view of the current con- 
sumptive demand in domestic and foreign markets. 


There were several amendments to this first definition providing 
among other things that for the purposes of marketing agreements 
or orders where the purchasing power of a commodity could not 


satisfactorily determined from available statistics of the 
Department of Agriculture, the base period, for the purposes 
of such marketing agreement or order, shall be the postwar 
period, August 1919 to July 1929, or all that portion thereof 
for which the Secretary finds and proclaims that the pur- 
chasing power of such commodity can be satisfactorily deter- 
mined from available statistics of the Department of Agri- 
culture. 


Provision was also made for the calculation of parity prices in such 
a manner as would— 


give to the commodity a purchasing power with respect to 
articles that farmers buy equivalent to the purchasing power 
of such commodity in the base period; and, in the case of all 
commodities for which the base period is the period August 
1909 to July 1914, which will also reflect current interest pay- 
ments per acre on farm indebtedness secured by real estate, 
tax payments per acre on farm real estate, and freight rates, 
as contrasted with such interest payments, tax payments, and 
freight rates during the base period. 


The current definition is contained in section 301 of the Agricul- 
tural Adjustment Act of 1938, as amended, which provides: 
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Src. 301. (a) Genera Derrnitions.—For the purposes of 
this title and the declaration of policy— | 

(1) (A) The “parity price” for any agricultural commod- 
ity, as of any date, shall be determined by multiplying the ad- 
justed base price of such commodity as of such date by the 
parity index as of such date. | 

(B) The “adjusted base price” of any agricultural com- 
modity, as of any date, shall be (i) the average of the prices 
received by farmers for such commodity, at such times as the 
Secretary may select during each year of the 10-year period 
ending on the 31st of December last before such date, or dur- 
ing each marketing season beginning in such period if the 
Secretary determines use of a calendar year basis to be im- 
practicable, divided by (ii) the ratio of the general level of 
prices received by farmers for agricultural commodities dur- 
ing such period to the general level of prices received by 
farmers for agricultural commodities during the period Jan- 
uary 1910 to December 1914, inclusive. As used in this sub- 
paragraph, the term “prices” shall include wartime subsidy 
payments made to producers under programs designed to 
maintain maximum prices established under the Emergency 
Price Control Act of 1942. 

(C) Tae “parity index,” as of any date, shall be the ratio 
of (1) the general level of prices for articles and services that 
farmers buy, wages paid hired farm labor, interest on farm 
indebtedness secured by farm real estate, and taxes on farm 
real estate, for the calendar month ending last before such 
date to (11) the general level of such prices, wages, rates, and 
taxes during the period January 1910 to December 1914, 
inclusive. 

(D) The prices and indexes provided for herein, and the 
data used in computing them, shall be determined by the Sec- 
retary, whose determination shall be final. 

(KE) Notwithstanding the provisions of subparagraph 
(A), the transitional parity price for any agricultural com- 
modity, computed as provided in this subparagraph, shall be 
used as the parity price for such commodity until such date 
after January 1, 1950, as such transitional parity price may 
be lower than the parity price, computed as provided in sub- 
paragraph (A), for such commodity. The transitional parity 
Pi for any agricultural commodity as of any date shall 

Q-— 

(i) its parity price determined in the manner used 
ag to the effective date of the Agricultural Act of 1948, 
ess 

(11) 5 percentum of the parity price so determined 
multiplied by the number of full calendar years (not 
counting 1956 in the case of basic agricultural commodi- 
ties) which, as of such date, have elapsed after January 
1, 1949, in the case of nonbasic agricultural commodities, 
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and after January 1, 1955, in the case of the basic agri- 
cultural commodities. The Secretary shall make a thor- 
ough study of possible methods of improving the parity 
formula and report thereon, with specific recommenda- 
tions, including drafts of necessary legislation to carry 
out such recommendations, to Congress not later than 
ee 
otwithstanding the provisions of subparagraphs 
(A) and (E), if the parity price for any cMigitneal aie 
modity, computed as provided in subparagraphs (A) and 
(E) appears to be seriously out of line with the parity prices 
of other agricultural commodities, the Secretary may, and 
upon the request of a substantial number of interested pro- 
ducers shall, hold public hearings to determine the proper 
relationship between the parity price of such commodity and 
the parity prices of other agricultural commodities. Within 
60 days after commencing such hearing the Secretary shall 
complete such hearing, proclaim his findings as to whether the 
facts require a revision of the method of computing the parity 
price of such commodity, and put into effect any revision so 
found to be required. | 
_(G) Notwithstanding the foregoing provisions of this sec- 
tion, the parity price for any basic agricultural commodity, 
as of any date during the 6-year period beginning January 1, 
1950, shall not be less than its parity price computed in the 
febnes used prior to the enactment of the Agricultural Act 
Oo ! 


Sratrurory Derrnirions or Parrry Incomg, 1936-57 


Parity income was first defined in the Soil Conservation and Domes- 
tic Allotment Act of 1936 which declared that the purpose of the act 


was the— 


reestablishment, at as rapid a rate as the Secretary of Agri- 
culture determines to be practicable and in the general public 
interest, of the ratio between the purchasing power of the net 
income per person on farms and that of the income per person 
not on farms that prevailed during the 5-year period August 
1909-July 1914, inclusive, as determined from statistics avail- 
able in the United States Department of Agriculture, and the 
maintenance of such ratio. 
The 1936 definition was revised in the Agricultural Adjustment Act 
of 1938 which provided that— 
“Parity,” as applied to income, shall be that per capita net 
sncome of individuals on farms for farming operations that 
bears to the per capita net income of individuals not on farms, 
the same relation as prevailed during the period from Au- 
gust 1909 to July 1914. 
f Both of these definitions related to income ratios that existed in 
| the same time period as the base period established for determining 
parity prices, the 5 years 1910-14. 


ee Na i 
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These definitions were replaced in the Agricultural Act of 1948 
which defined parity income, effective January 1, 1950, as 


“Parity,” as apphed to income, shall be that gross income 
from agriculture which will provide the farm operator and 
his family with a standard of living equivalent to those af- 
forded persons dependent upon other gainful occupation. 
“Parity,” as apphed to income from any agricultural com- 
modity for any year, shall be that gross income which bears 
the same relationship to parity income from agriculture for 
such year as the average gross income from such commodity 
for the preceding 10 calendar years bears to the average gross 
income from agriculture for such 10 calendar years. 
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